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SUBJECT: INTEREST RATES MAY BE LOWERED 

1. IN A BREAKFAST MEETING WITH THE REPRESENTATIVES OF THE 
PRIVATE FINANCIAL SECTOR THE NEW MINISTER OF FINANCE, ABDON 
ESPINOSA, PROPOSED A LOWERING OF INTEREST RATES ON ORDINARY 
LOANS AND ON LOANS MADE FROM RESOURCES CAPTURED BY CER- 
TIFICATES OF DEPOSITS. THE BANKS RESPONDED THAT ALL INTEREST 
RATES WOULD HAVE TO BE LOWERED OR PRIVATE SAVINGS WOULD NOT BE 
COMPETITIVE WITH OFFICIAL PAPERS. THE MEETING CONCLUDED 

WITH A PRELIMINARY AGREEMENT TO STUDY WAYS TO LOWER BOTH 
OFFICIAL AND PRIVATE INTEREST RATES. IN ADDITION, THE BANKS AGREED TO 
STUDY WAYS TO SIMPLIFY AGRCICULTURAL LENDING PROCEDURES 
AND TO CONTROL EXTERNAL BORROWING. 

2. COMMENT: LOWER INTEREST RATES WOULD BE A SIGNIFICANT BREAK 
WITH THE POLICIES OF THE PREVIOUS FINANCE MINISTER AND WITH 
POLICIES EVOLVING FOR THE LAST FIVE YEARS, BUT IT IS NOT A 
SURPRISE. AS A COLUMNIST FOR EL TIEMPO, ABDON ESPINOSA HAS 
WIRTTEN A NUMBER OF ARTICLES FAVORING A GENERAL 
LOWERING OF INTEREST RATES. THE OBJECTIVE IS TO 

REDUCE THE INFLOW OF SHORT TERM CAPITAL AND TO STI- 
MULATE PRIVATE SECTOR INVESTMENT. IT IS DIFFICULT TO 
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PREDICT WHAT THE NET EFFECT OF LOWER INTEREST RATES WILL 
BE IF ADOPTED. THE AMOUNT OF SHORT TERM CAPITAL ENTERING 
THE COUNTRY AS SERVICE EARNINGS IS NOT KNOWN (THE EMBASSY 
ESTIMATES THAT THE AMOUNT COULD HAVE BEEN AS HIGH AS $100 
MILLION IN 1976 AND THE NET RESULT WILL DEPEND ON THE ELAS- 
TICITIES OF THE VARIABLES INVOLVED AND THE SIZE OF THE CHANGE. 

SINCE THERE IS ALREADY EXCESS DEMAND FOR CREDIT, EVEN WITH HIGH 
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INTEREST RATES, IT WOULD SEEM LIKELY THAT THE PROBLEMS OF 
CONCENTRATION OF CREDIT WILL BE EXACERBATED, WITH THE 
ALLOCATION OF CREDIT MADE ON OTHER THAN ECONOMIC CRITERIA. 

ON THE OTHER HAND, AS A SHORT TERM MEASURE TO COUNTER HIGH 
INFLATION RATES THE MEASURE MAY BE BENEFICIAL IF IT SITM- 
ULATES A SHORT TERM CAPITAL OUTFLOW AND AN INCREASE IN 
INVESTMENT AND, HENCE, IMPORTS. 
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